When we think of income inequality, our first reaction is to think of it within the borders of a country. This is quite understandable for a world where the nation-state is very important in determining one's income level, access to a number of benefits, from pensions to free health care, and where by far the dominant way in which political life is organized is at the level of a country.
inequality, even if not as relevant and important for an average individual as inequality within her political community (nation state) will gain in importance. Once we compare ourselves with people from other parts of the world, we are indeed interested in global income distribution. Global inequality begins to matter.
1. Three concepts of inequality and how they evolved over the past sixty years
When we talk about inequality that transcends national borders, we really often have in mind not one but three different concepts-even when we are not fully aware of it. I am going to articulate these three concepts.
The first concept of inequality (let's call it Inequality 1) is focused on inequality between nations of the world. It is an inequality statistics calculated across GDPs or mean incomes obtained from household surveys of all countries in the world, without population-weighting. To show how this is done, consider the three individuals on top of Figure 1 : the height of each person represents GDP or mean income of his or her country. Somebody from a poor country would be represented as a short person, somebody from a middle-income country as a person of medium height, and somebody from a rich country as a very tall person. When we calculate this concept of inequality, we take all countries with their mean incomes -we have some 150 countries in the world with such data-and calculate the Gini coefficient.
1 China and
Luxembourg have the same importance, because we do not take population sizes into account.
Every country counts the same, somewhat like in the UN General Assembly.
Consider now the second row of the figure which would help us define Concept 2 inequality or Inequality 2. There, individuals from poor countries are all equally short as before and those from rich countries all equally tall, but the difference lies in the fact that countries' population sizes are now taken into account. We do exactly the same as we did in Inequality 1, but now China and Luxemburg (or any other country) enter the calculation with their populations. In Figure 1 , the poor country is the most populous (5 individuals out of total of 10 displayed there), and the middleincome country, the least populous (2 individuals). Introducing population is very important. As we shall see in the next section, during the past 25 years, the movements in Concept 1 and Concept 2 inequalities were very different. Recall, however, that in both cases the calculation takes into account not actual incomes of individuals, but country averages.
Inequality 3 is the global inequality, which is the most important concept for those interested in the world as composed of individuals, not nations. Unlike the first two concepts, this one is individual-based: each person, regardless of her country, enters in the calculation with her actual income. In Figure 1 , this is represented by the different heights of individuals who belong to the same country. Not all Americans have the average income of the United States, nor do all 1 Gini coefficient is a statistical measure of inequality which takes its name from the Italian statistician and economist Corrado Gini. The Gini index is the most frequently used measure of inequality, ranging from 0 -when everybody has the same income -to 1, or 100 (expressed as a percentage or an index), when one person gets the entire income of a city (province, nation, world)-whatever is the relevant population over which we calculate inequality.
Chinese have the average income of China. And indeed in Figure 1 , the poorest person is from the middle-income country, while her compatriot is the second richest (the second tallest) in our group of ten individuals.
But moving from Concept 2 to Concept 3 inequality is not easy. The chief difficulty comes from the fact that to calculate the latter we need access to household surveys with data on individual incomes or consumption. They have to be measured using the same or similar methodology, and need to include as many countries of the world as possible. Perhaps at least 120-130 surveys are needed in order to cover more than 90 percent of the world population and account for 95 or more percent of world income.
2 Ideally of course we would like to have surveys from all the countries in the world. This is a very hard requirement. There are still quite a few countries, mostly in Africa, where household surveys are not regularly conducted and where methodologies change, rather brusquely, from one survey to another, thus rendering comparisons difficult.
Because the calculation of global inequality relies on household surveys, we cannot calculate Inequality 3 with much precision for the period before the mid-or late-1980s. There are simply no household surveys available for too many parts of the world. The first available Chinese household surveys are from 1982, the first usable surveys from the former Soviet Union are from 1988, and for many sub-Saharan African countries, the earliest household surveys date from the mid-1980s. Thus, for the past, we have to rely on much more tentative data, where countries' income distributions are only approximated, using various more or less reliable methods. This is particularly so if we wish to study global inequality in the long-run, covering the 19 th century as well-a topic which I will discuss in Section 3 below. War. The Gini coefficient is on the vertical axis. Inequality 1 was stable from 1960 to 1980. This means that there was no systematically faster or slower growth of poor or rich countries. Neither 2 The coverage is always greater for total world income than population because countries that do not have household surveys are generally poor countries whose importance in global output is small.
were poor catching on with the rich, nor were the two growing further apart. Divergence started only at the beginning of globalization, around 1980, and went on until the turn of the century. These two decades were very bad as far as convergence, or catching up by poor countries, is concerned:
rich countries grew, on average, faster than poor countries. However China and India, which are the huge success cases of that period and the two most populous countries in the world, do not enter into calculation of Inequality 1 with greater weights than any other country. While the first, as we just saw, rose during the globalization era, the second declined, at times even dramatically. Measured by Inequality 2, the world has certainly become a much better ("more convergent" or more equal) place precisely during the same period. Thus, those who desire to emphasize the unevenness of globalization tend to focus on growing inter-country gaps, not taking into account sizes of population, and prefer Inequality 1. Those who, on the contrary, wish to focus on positive aspects of globalization tend to favor Concept 2, and to point to the indubitable successes of China and India. In effect, to grasp intuitively why and how Concept 2 inequality declined, we need just to recall that in these calculations, China counts a lot because of its large population size. And China, starting in the 1980s from an extremely low level of income, has during the past three decades grown very fast, converging on the rich world. Until recently, it was China alone that had been preventing a rise in global inequality as measured by Concept 2. But now it has "support" from India which is also registering high rates of growth, and is also starting from a very low baseline. High rates of growth of these two countries are thus the major factor underlying the downward trend of Inequality 2.
Inequality 3 can be calculated, as mentioned before, only from the mid-1980s because we do not have household surveys going further back in time. Figure 2 shows that Inequality 3 is higher than Inequality 2. This is true by definition because in Inequality 3 people enter the calculations with their actual incomes, not with country averages. A quick glance at Figure 1 shows that the variability of heights is greater in the third row than in the second. Averaging-out reduces measured inequality.
To calculate "true" global inequality or Concept 3 inequality, we have to adjust people's incomes with the price levels they face and which, of course, differs between countries. We are interested in real welfare of people and those living in "cheaper" countries will get a boost in their incomes compared to what they make in nominal dollar terms. The currency we use is international (or "PPP" for purchasing power parity) dollar with which, in principle, one can buy the same amount of goods and services in any country of the world. Indeed, if we were not to adjust for the differences in price levels, and were to use nominal dollars, global inequality would have been even higher. This is because price levels tend to be lower in poorer countries, and income of people living in poorer countries thus gets a significant "boost" when we use PPP dollars.
Often, a key issue of concern regarding global inequality is not only its level, but its trend:
has it been going up or down during the globalization era? clearly pro-inequality. The first is the divergence of countries' mean incomes which lasted from around 1980 to 2000; the second were rising within-national inequalities in many countries. The catching-up of poor and large countries has been the sole factor offsetting these upward pressures.
But it has been such a strong factor that it has either kept global inequality from rising or, more recently with the acceleration of Indian growth, reduced it.
What can we say about the level of global inequality? What does the Gini of about 70, which is the value of global inequality (see Figure 2 ), mean? One way to look at it is to take the whole income of the world and divide it into two halves: the richest 8% will take one-half and the other 92% of the population will take another half. So, it is a 92-8 world. Applying the same type of division to the US income, the numbers are 78 and 22. Or using Germany, the numbers are 71 and 29. Another way to look at it is to compare what percentage of world population, ranked from the poorest to the richest, is needed to get to the cumulative one-fifths of global income. Threequarters of (the poorer) world population are needed to get to the first 1/5 th of total income, but only 1.7% of those at the top suffice to get to the last one-fifth.
Global inequality is much greater than inequality within any individual country. In Figure 3 , global Gini of 70 is shown together with the Ginis for several countries. Global inequality is substantially greater than inequality in Brazil, a country that is often held, despite the recent improvements under the Lula presidency, as an exemplar of excessive inequality. And it is almost twice as great as inequality in the United States. Table 1 shows the coverage of world population by household surveys. The second row from the bottom shows the overall coverage which was in all years but one greater than 90%. This is quite good, but should not make us forget that the countries that are omitted because they do not conduct household surveys are not a random draw from among all countries in the world but are all poor countries such as Afghanistan, Sudan, Congo, Somalia, Eritrea etc. This is reflected in substantially lower population and income coverage of Africa. While the population coverage of other continents never falls below 92 percent, African coverage at its peak is 78 percent (see Table   1 ). And, in a worrisome development, the number and availability of household surveys in Africa is currently less than five or ten years ago. If we could include all of the omitted countries, global inequality would increase. In other words, what we calculate here, the Gini of about 70, is a lower bound to global inequality, simply because we do not have data from many of the poorest countries.
Thus both the decreasing participation of rich individuals in national surveys, and the fact that countries that do not have surveys are overwhelmingly poor, bias the global inequality numbers down. What parts of the global income distribution registered the largest gains between 1988 and
2008? As the figure shows, it is indeed among the very top of the global income distribution and among the "emerging global middle class", which includes more than a third of world population, that we find most significant increases in per capita income. The top 1% has seen its real income rise by more than 60% over those two decades. The largest increases however were registered around the median: 80% real increase at the median itself and some 70% around it. It is there, between the 50 th and 60 th percentile of the global income distribution that we find some 200 million Chinese, 90 million Indians, and about 30 million people each from Indonesia, Brazil and Egypt.
These two groups-the global top 1% and the middle classes of the emerging market economiesare indeed the main winners of globalization.
The surprise is that those at the bottom third of the global income distribution have also made significant gains, with real incomes rising between more than 40% and almost 70%. The only exception is the poorest 5% of the population whose real incomes have remained the same. It is this income increase at the bottom of the global pyramid that has allowed the proportion of what the World Bank calls the absolute poor (people whose per capita income is less than 1.25 PPP dollars per day) to go down from 44% to 23% over approximately the same 20 years. But the biggest loser (other than the very poorest 5%), or at least the "non-winner," of globalization were those between the 75 th and 90 th percentile of the global income distribution whose real income gains were essentially nil. These people, who may be called a global uppermiddle class, include many from former Communist countries and Latin America, as well as those citizens of rich countries whose incomes stagnated.
Global income distribution has thus changed in a remarkable way. It was probably the profoundest global reshuffle of people's economic positions since the Industrial revolution.
Broadly speaking, the bottom third, with the exception of the very poorest, became significantly better-off, and many of people there escaped absolute poverty. The middle third or more became much richer, seeing their real incomes rise by approximately 3% per capita annually.
The most interesting developments, though, happened among the top quartile: the top 1%, and somewhat less so the top 5%, gained significantly, while the next 20% either gained very little or faced stagnant real incomes. This created polarization among the richest quartile of world population, allowing the top 1% to pull ahead of the other rich and to reaffirm in fact --and even more so in public perception --its preponderant role as winners of globalization.
Who are the people in the global top 1%? Despite its name, it is a less "exclusive" club than the US top 1 percent: the global top 1% consists of more than 60 million people, the US top 1% of only 3 million. Thus, among the global top percent, we find the richest 12 percent of Americans (more than 30 million people) and between 3 and 6 percent of the richest Britons, Japanese, Germans, and French. It is a "club" still overwhelmingly composed of the "old rich" world of Note: The Lorenz curve shows on the horizontal axis, the cumulative percentage of population, ranked from the poorest to the richest percentile, and on the vertical axis, the cumulative percentage of total income received by such population percentiles. If, for a given value of x, y is greater, it means that the bottom x percent of population receives a greater share of total income.
The bottom line is that these results show a remarkable change in the underlying global income distribution. We now live in a world with a bulge around the median with significantly rising incomes for the entire second third (or more) of the global income distribution. That is the new aspiring global middle class. We also see growing wealth and probably power of those at the very top and, remarkably, stagnant incomes for both the people just below the "enchanted" richest 1 or 5 percent, and those poorest in the world.
3. Global inequality over the long-run: from proletarians to migrants I will now look at global inequality over the long sweep of history. It is here that we can establish an important finding, which goes, I think, into some core issues of political philosophy and economics. Milanovic, 2011) . The basic story that emerges from these calculations of income inequality in far-away times is that since the Industrial Revolution, which launched a score of European countries and their overseas off-shoots onto a path of faster growth, global inequality kept on rising until the mid-20 th century. There was a period of more than a century of steady increase in global inequality, followed by perhaps fifty years (between the end of the Second World War and the turn of the 21 st century) when global inequality remained on a high plateau, changing very little. We saw this in Figure 2 where the six dots are all within several Gini points of each other, that is, within onestandard error of the calculated Gini coefficients. It is only in the early 21 st century that global inequality might have commenced its downward course. If indeed this happens to pass, global inequality would have charted a gigantic inverted U-shaped curve and perhaps in some fifty yearsif the emerging market economies continue to grow faster than the rich world-we might be back to the state of affairs that existed around the time of the Industrial Revolution.
But, for now, we are still very far from it. And perhaps nothing shows it better than Figure 6 .
There the height of the bar represents the Theil coefficient of global inequality in two baseline years: 1870 and 2000. 6 The height of the bar is much greater now, meaning that global inequality today is greater than in 1870, which of course is not a surprise. Note: I use Theil mean log deviation because it is exactly decomposable (as between "class" and "location") and because the importance of each component does not depend on the rest of the decomposition. Anand and Segal (2008) in their review of global inequality studies suggest that it is the most appropriate inequality index for this kind of decomposition.
What is less obvious and less well known is that the shares of the two factors determining global inequality have changed in a remarkable fashion. Global inequality can be decomposed into two parts. The first part is due to differences in incomes within nations, which means that that part of total inequality is due to income differences between rich and poor Americans, rich and poor Chinese, rich and poor Egyptians and so on for all countries in the world. If one adds up all of these within-national inequalities, one gets their aggregate contribution to global inequality. This is what I call the "class" component to global inequality because it accounts for (the sum) of income inequalities between different "income classes" within countries. The second component, which I call the "location" component, refers to the differences between mean incomes of all the countries in the world. So there, one actually asks "how much are the gaps in average incomes between England and China, between the Netherlands and India, between the United States and Mexico and so on influencing global inequality?" It is the sum of inter-country differences in mean incomes. In technical terms the first part -"class" -is also called "within inequality", the second part -"location"-is called "between inequality". flipped: more than 2/3 of total inequality is due to location. The implication of this overwhelming importance of location, or which is the same, citizenship (i.e., being a member of a rich or poor country), for our lifetime incomes can be also very well captured by another exercise. We divide the population of each country into 100 income percentiles, ranked from the lowest to the richest. Now, if we run a regression with income levels of these percentiles (for 120 countries, this gives 12,000 observations) as the dependent variable, and on the other side of the regression, use as the only explanatory variable the mean income of the country where each percentile comes from, we explain between more than one-half of variability in individual incomes. This is a remarkable achievement for a single explanatory variable. Differently put, more than fifty percent of one's income depends on the average income of the country where a person lives or was born (the two things being, for 97% of world population, the same). This gives the importance of the location element today. There are of course other factors that matter for one's income, from gender and parental education which are, from an individual point of view externally given circumstances, to factors like own education, effort and luck that are not. They all influence our income level. But the remarkable thing is that a very large chunk of our income will be determined by only one variable, citizenship, that we, generally, acquire at birth. It is almost the same as saying, that if I know nothing about any given individual in the world, I can, with a reasonably good confidence, predict her income just from the knowledge of her citizenship.
As stated in the title of Figure 6 , we live today in a non-Marxian world. Karl Marx could indeed eloquently write in 1867 in "Das Kapital", or earlier in "The Manifesto" about proletarians in different parts of the world-peasants in India, workers in England, France or Germanysharing the same political interests. They were invariably poor and, what is important, they were all about equally poor, eking out a barely above-subsistence existence, regardless of the country in which they lived. There was not much of a difference in their material positions. One could imagine and promote proletarian solidarity, and consequently-because equally poor people of different nations faced equally rich people each in their own nation-a generalized class conflict.
This was the idea behind Trotsky's "permanent revolution". There were no national contradictions, just a worldwide class contradiction.
But if the world's actual situation is such that the greatest disparities are due to the income gaps between nations, then proletarian solidarity doesn't make much sense. Indeed income levels of poor individuals in poor countries are much lower than income levels of poor people in rich countries. Those who are considered nationally poor in the United States or the European Union have incomes which are many times greater than the incomes of the poor people in poor countries and moreover often greater than the incomes of the middle class in poor countries. And if that gap is so wide, then one cannot expect any kind of coalition between these income-heterogeneous groups of nationally poor people, or at least not any coalition based on the similarity of their material positions and near-identity of their economic interests. Proletarian solidarity is then simply dead because there is no longer such a thing as global proletariat. This is why ours is a distinctly non- The second implication of all of this has to do, of course, with the issue of migration. If citizenship explains 50 percent or more of variability in global incomes, then there are three ways in which global inequality can be reduced. Global inequality may be reduced by high growth rates of poor countries. This requires an acceleration of income growth of poor countries, and of course continued high rates of growth of India, China, Indonesia etc. The second way is to introduce global redistributive schemes although it is very difficult to see how that could happen. Currently, development assistance is a little over 100 billion a year. This is just five times more than the bonus Goldman Sachs paid itself during one crisis year. So we are not really talking about very much money that the rich countries are willing to spend to help poor countries. But the willingness to help poor countries is now, with the ongoing economic crisis in the West, probably reaching its nadir. The third way in which global inequality and poverty can be reduced is through migration.
Migration is likely to become one of the key problems-or solutions, depending on one's viewpoint-of the 21 st century. To give just one stark example: if you classify countries, by their GDP per capita level, into four "worlds", going from the rich world of advanced nations, with GDPs per capita of over $20,000 per year, to the poorest, fourth, world with incomes under $1,000
per year, there are 7 points in the world where rich and poor countries are geographically closest to each other, whether it is because they share a border, or because the sea distance between them is minimal. You would not be surprised to find out that all these 7 points have mines, boat patrols, walls and fences to prevent free movement of people. The rich world is fencing itself in, or fencing others out. But the pressures of migration are remaining strong, despite the current crisis, simply because the differences in income levels are so huge.
I conclude with something that resembles a slogan: either poor countries will become richer, or poor people will move to rich countries. Actually, these two developments can be seen as equivalent. Development is about people: either poor people have ways to become richer where they are now, or they can become rich by moving somewhere else. Looked from above, there is no real difference between the two options. From the point of view of real politics, there is a whole world of difference though.
